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2001 crisis.a On average, consumption fell by almost 10 percent in the first year after the crisis. This
dramatic fall in consumption was accompanied by a shift in the trade balance from an average deficit
of 2 percent of GDP to a surplus of 8 percent of GDP and in the current account from a deficit of 5
percent to a surplus of 3 percent. In turn the relative price of nontradable goods fell on average by
almost 35 percent.b

Table 4.2 presents three-year averages before and after the nine crises for the three main variables of
interest. Looking at the individual episodes, we can get a clear sense of how dramatic the turnaround
in the external accounts can be. In Thailand, for example, the shift in the trade balance was close
to 15 percent of GDP and in Malaysia more than 20 percent of GDP. The fall in the relative price
of nontradable may be equally dramatic, even halving in some cases (Argentina, Uruguay, and
Indonesia).

In sum, while in practice the shock that triggered the fall in consumption may have differed from
crisis to crisis, the sharp improvement in the external accounts and the large fall in the relative price
of nontradable goods is fully consistent with the predictions of our simple model.

Table 4.2
Crises episodes: Relative price of nontradable goods, trade balance, and current account

Argentina 1982
Variable Before After
p 100 49.6

TB/GDP 0.6% 3.8%

CA/GDP −2.7% −1.9%

Chile 1982
Variable Before After
p 100 70.1

TB/GDP −3.4% 2.1%

CA/GDP −7.3% −7.6%

Uruguay 1982
Variable Before After
p 100 49.2

TB/GDP −4.3% 3.8%

CA/GDP −5.6% −3.0%

Mexico 1994
Variable Before After
p 100 77.9

TB/GDP −4.0% 1.5%

CA/GDP −6.5% −1.0%

Indonesia 1997
Variable Before After
p 100 53.2

TB/GDP 1.6% 14.4%

CA/GDP −2.8% 4.5%

Korea 1997
Variable Before After
p 100 73.7

TB/GDP −1.5% 7.9%

CA/GDP −2.6% −7.1%

Malaysia 1997
Variable Before After
p 100 71.6

TB/GDP 2.6% 25.4%

CA/GDP −6.7% 12.8%

Thailand 1997
Variable Before After
p 100 74.1

TB/GDP −6.9% 7.7%

CA/GDP −5.9% 10.2%

Turkey 2001
Variable Before After
p 100 84.4

TB/GDP −7.8% −4.3%

CA/GDP −1.5% −0.6%

Source: All data from IFS (IMF).
Note: “Before” and “After” are three-year averages before and after the crisis. “Before” includes the year of
the crisis if the crisis took place in July or later. The variable p denotes the relative price of nontradable goods;
TB/GDP is the trade balance as a proportion of GDP, and CA/GDP is the current account as a proportion of GDP.

a. We selected these crises because, in all nine of them, consumption fell in the first year after the crisis. The fall
in consumption ranges from 5.5 percent in Argentina 1982 to 16 percent in Malaysia 1997. (In Chapter 16, we
will reinterpreted this evidence in light of balance of payments crises models.) The relative price of nontradable
goods was computed as P/EP∗, with P being the domestic CPI, E the nominal exchange rate, and P∗ the US CPI.
b. While outside of the scope of the model, it is interesting to notice that consumption recovers relatively quickly
and by the third year after the crisis it has returned to its initial level. (Output behaves similarly.)


